HONOLULU 20 YEARS BEHIND
THE TIMES IN ACCOUNTING
FOR ITS MUNICIPAL FUNDS
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lows:

*“It will be impossible,
time at our disposal,
phases of so broad and important
subject as the conservation of public
funds. ] shall, however, endeavor tu

pert
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make a comparison between a few of |

the public and private financial and
administrative problems, and to show,
also, that i{f modern accounting meth-
ods were applied to our city and
county government instead of the
present mere rules of thumb, much
of the incompetency in our local of
fices would be substituted for effici-
ency and waste for economy.

“Whiie the financlal problem and
the operative policy of a municipas
corporation differ widely from those
of a private corporation, the adminis-
trative problem is the same. The same
sort of judgment must be made. The
same considerations are before the
superintendent of a municipal water
works as confront the superintendent
»f a private water works. The same
g true of the management of schools,
pospitals, fire stations, construction,
the cleaning of streets, etc. HReads of
jepartments in our county government
nave been charged with the executive
direction of diverse, technical and
complex branches of business, with lit:
tle or no provision for current knowl-
adge of detall or of results. Boarde
of supervisorgs have been responsible
for granting appropriations without
the means of previously informing
themselves with respect to corporate
needs. Auditors have been ‘auditing
*laims without full evidence to prove
their justness, and to supervise the
liscal concerns of our public corpora-
tion without, in many instances, the
Instruments which have been found
o be absolutely necessary to the exer
sise of intelligent discretion in private
business. To make the experience
growing out of the operation of a
municipality of the greatest possible
value as a basis for efficient adminis-
iration, it should be collected, classi-
fied and summarized in such a man-
yer that results may be readily avail-
ible to a busy man. We are absolute-
y without such information in any of
sur branches ’1' government in the
ierritory.

“Let us consider the methods by
which local governmental revenues
tre raised. A time honored custom
»f municipalities and other govern-
ment bodies is that no money be spent
'or any purpcse whatever unless the
:xpenditure has been first autborized.
'bis means that revenues and other |
‘unds must be appropriated for spe-
‘ific purposes by the proper authori-
des. The method of authorizing ex-
senditure and appropriating’ funds is
ssually provided for in the city's char-
:er or by state laws. The usual pro-
sedure in appropriating revenues is|

P
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somewhat as follows Same tinie be-
for the beginning of the fiscal year
tne mayor or chief financial officer
requests the head of each department
| or office. to preparc a detailed
mate of the amounts of money
wi.. require to meet the expendi
his department for the ensi-
In some cities the esti-
xamined by ccmparison
with departmental records. as they
should be, but in most cases this
not the case. The financial elficer
also prepares an estimate of the rev
enues from sources other than general
taxes that will protably bhe received
during the ensuing year, basing the
estimate on the experience of pre-
vious vears These estimates of ex-
penditures and revenues which ron-
stitute what is coming to be called
“tent, e budgets.” are then submit
ted to the board, or other authorizing
bodv for action.

“After the amount which to he
authorized for expenditure has been
determined upon, the amount of es
timated revenues is deducted there-
frora in order to ascertain what
amount must be raised by general
taxation. This amcunt, divided hy the
total assessed valuation of property,
gives the tax rate. The funds thus
cppropriated usually provide only for
meeting current operuting and main-
tenance expenses of the city. Funds
for permanent improvements and
other property which has a continu-
ing value are generally raised by seil
ing bonds. A legal reguirement that
is common in &ll cities is that no lia-
bilities shall be incurred and no
money spent excenpt pursuant to the
appropriation ordinances and the
funds so expended must not exceed
fixed amounts sot aside for the spe
cific purposes. Notwithstanding the
legal ch.cks which have been placed
around the expenditure of our local
funds, recent happenings have shown
that these safeguards have been re
peatedly ignored under the plea ol
public policy.

“It will be seen thet control over
the raigsing of publie funds has beep
rerzistently demanded by our law-
makers, despite the fact that viola-
tions of the statute have been al
lowed to go unpunished; until recent
vears, the justification for the ex-
penditure of public moneys has re
ceived but scant attention from those
who should be most interested, name
l¥, the taxpayers. If we consider
1that the business of a muuicipal cor-
i poration i8 primarily to perform cer-
|tain kinds of service for thé benefit
of the community as a whole, and that
the cost of this service must e borne
by the c-mmunity, this indifference
on the part of the taxpayvers to the
disbursing of their own money be.
comes more inexplicable.

The accounting methods of admin-
(istrative organizations like a city gov-
ernmgnt which, until the censug bu-
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usually pretty bad. but excuse can be
I!’ound in the fact that the system in
luse is likely to be traditional. In
the old days of administrative gov-
jernment in the United States the fi-
lnancia] operations of the municipality
jwere few. The city needed to rec-
| ognize practically nothing more than
the responsibility of the town treas-
urer. So long as the books showed
that he had accounted for every cent
|received the town was satisfied. As
the municipal activity grew, paving
sewage, etc,, were gradually added on
a small scale. The question then
arose whether
tration of town affairs was the more
economical. Each administration told
itself that it must show Tow

st

o
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It therefore, when possible, nezlected

to aliow f[or depreciation
but im»erative maint

showed expenditure af its
basis. When, on the other hand. con-
ditions reached a point at which re-
neWais bec nceessary, the admin.
istration in charge pointed to
as really charges upon the past,
treeted them as capitel investments, |
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cost. Mnost of the smaller cities make
no distinction new hetween the eost
of a new fire engine and the cost of |
rainting an old one, or between the
cosi of a4 new Dboiier and tae
lof a man to run it. The result of all
| this
'rect fignres of actual cost have heen
{ published 1t wonld he hardl~
[to say that the
| cost of municipal operntions was dus
!entlrelv to lack of courage: it might
have been quite as often due fo in-
|difference or to ignorance of the resl
situation. " When, a few years ago,
the public lvagan to agitate the qires-
tion of public as compared with pri-
vate gas works, water works, tele
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Tms much needed and prog-
measure—which was not a
matter of party government, but bet-
ter gevernment, aiming at the conser-
vation of our public finance, passed
second reading in the 1915 territorial
legisiature, but was thrown in the
discard, and eventually died a forced
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nized in private business
is even greater in publi
Public officers whose tenures
lice are limited, whao, to
clent niust be quickly to grasp
each problem in hand, ecannot mateh |
the efficiency of private bhusiness il
they are uninforined. What informa-
tion, therefure. does the administra-
tor need? What does the head of
tht street department, for instance,
need to know about the results af
the last year’s transactions in order
to manage his department more effi-
ciently and economieally next vear?
What information does the hoard of
supervisors need in order to act upon
estimates of future expenditures, and
to pass upon questions of financia:
policy?  The answers to these and
similar questions in all businzss trans.
actions, be they municipal, eorporate
or private, wil] be founrd in a correct
system expense accounting, tho
value of which lies in making facts
readily available by means of reports
and in enabling officials to make com-
parisons which lead to a study of the
reasons for high costs, if they are
high-—in short, to ascertain where
savings may he effected: which em-
ploves have been efficient; which
functions of our local government
shouid be expanded, and which may
be restricted. In other words, every
administrative policy and every future
act should be preceded hyv exact in-
formation of what has happened in
the past.

“The present method of reporting
the cash expenses of the citv and
county ef Honolulu by functions—the
of which is deserving
of muech credit and shows a marked
improvement over the aecounting
methods by the city auditor which
were in vogue five vears ago—do not
tell the story of municipal costs. We
are 20 vears behind the times in our
accounting of municipal funds. With
us at present, cash is practically the
cnly asset considered in the system.
it reminds me of the reference to
such an antiquated method by Profes-
sor Hatfield in his work in “Modern
Accounting, Its Principles and Some
Of Its Problems.” in which he states
that the primative form of such ac-
counting is the siate on which the vil
lage tapster ‘chalks up the P's and
' censumed by his regular pat-
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“What the taxpaver wants to know
is the -~ost of specific units of sbr
Whit it costs. for instance, to
keep our highways in repair is best

square yard. Data showing compari-
song with ‘averages' and percentages
should be develored in our local =ov-
ernmental acounting, and the
published with the periodical Jing:ic s
statements of the city and count
The significance of percent
age ratios is more readily understood
than that of a gros: sum, as the per-
centege alwavs requires a compari
For rxample, the percentage
fune-
rity government hear to
the total of gavernment tellzs a
much clearer  storvy  than do the
amounts cxpressed in  dollars and
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cern; further. that ¢ fitures
gregating $1,010 049,20, which had e
made for permanent improvements
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us still imagine that the kholder
of this corporation were mnot  con-
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weigh the total assets of the corpora- |

tion against the total liabilities, '[‘Iw
question might well be asked: Hov
long, in the course of human events,
would the available assets [old :1t
to keep the conrern from hans:
proceedings. Substituting the priv ate
corporation of Honolulu & Co for the
public corporation of the city and
county of Honolilu, and we lhave a
very conaervative outline the n;;-.n
ner in whiech the financial affiirs of
our local government are conducted.
With a municipality, there is no pan
acea for business ills,
bankruptey court, as is the case with
a private corperation; with the ¢ty
and county, it is a case of raising the
tax rate to meet deficits. with th
taxpayers continuonsgly carryving
burden.
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“In my report to the Hawaii ("ounty |

Investigation commission in 1914, cov:
ering 12 months' work on every phase
of the financial situation in that coun-
ty from the commencement of county
government in 1905 to 1312, 1T outlines

8 comprehensive accountingz gnd cost !

system for that county. After three
years of delay, the Hawaii
board of supervisors on the
appropriated, without comment. the
sum of 500 for the installation of
a cost system. My r‘"\orr to the Hrw
noluin Chamber of Commer 1
emrhasized the xm;nrranrp of a
svstem for the city and connty of
Honolulu. No action has yet heen
taken to provide such a cbeck on our
public funds.”
——————
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